
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

* * * * *  

I n  the Hat te r  of:  

BEREA COLLEGE WATER CTILITY ) CASE NOS. 8531 & 8556 
A DEPARTMENT OF BEREA COLLEGE ) 

O R D E R  

On May 18,  1982, the Berea College Water U t i l i t y  ("Berea") 

filed with the Commission an app l i ca t ion  seeking an in te r im in-  

crease i n  ra tes  for se rv ice  rendered on and a f t e r  June 25 ,  1982, 

t ha t  would produce a d d i t i o n a l  annual revenue of $ 6 4 , 1 0 0 ,  or  an 

increase of 8.7 percent .  On  July 1 ,  1982, Berea f i l e d  an amended 

app l i ca t ion  in which, among o the r  th ings ,  i t  requested a permanent 

rate increase i n  the amount of $237,700 annual ly ,  an inc rease  of 

32.2 percent.  

Interim Order of September 1 ,  1982. Berea stated t h a t  the  re- 

quested permanent rate increase w a s  requi red  to m e e t  t he  Fn- 

creased costs  of opera t ion ,  p a r t i c u l a r l y  the costs related t o  the 

improvements to its r e s e r v o i r  dams. Based on the determination 

herein, Berea has been granted a t o t a l  increase  i n  revenue, i n -  

cluding the interim inc rease ,  of $195,110 annually,  or 26.4 percent. 

On June 22, 1982, the Commission susperied the proposed in- 

The interim increase was granted in t h e  Comlssion's 

terim increase  u n t i l  November 2 5 ,  1982. On J u l y  27 ,  1982, the  

Commlsslon ordered t h a t  t h e  reques t  f o r  a permanent r a t e  increase  

be consolidated with the requested in te r im increase  and d i rec t ed  



Berea t o  give no t i ce  to i t s  consumers of the  proposed rates and 

t h e  hearing scheduled for  September 2 9 ,  1982. 

On June 7 ,  1982 ,  t h e  C i t y  of Berea ( " C i t y " )  moved to  i n t e r -  

vene i n  t h i s  proceeding pursuant t o  KRS 278.260, which motion w a s  

granted. On June 9 ,  1982, t h e  Consumer Protect ion Division of t he  

Office of the  Attorney General moved t o  intervene i n  t h i s  pro- 

ceeding pursuant to KRS 367.150(8), which motton was a190 granted. 

These were t h e  only parties of i n t e r e s t  formally intervening 

herein.  Briefs were f i l e d  on November 1 ,  1982. 

CObiMENTARY 

Berea is a department of Berea College ("College") which i s  a 

non-profi t  educational institution. Berea provides water service 

to approximately 2,700 customers i n  and around Berea, Kentucky. 

TEST PERIOD 

Berea proposed and the  Commission has accepted t h e  12-month 

period ending March 31,  1982, a s  t h e  test period for determining 

t he  reasonableness of the proposed rates. I n  u t f l i z i n g  the  his- 

toric tes t  per iod,  t he  Commission has given f u l l  considerat ion t o  

appropr ia te  known and measurable changes. 

VALUATION 

Net Investment 

Berea proposed a n e t  investment rate base of $4,807,011. The 

Commission concurs with t h i s  determination with the following ex-  

ceptions : 

Berea adjusted plant in service t o  reflect addi t ions to plant 

subsequent t o  t h e  test  year. The Commission, as a matter of p o l i c y ,  

does not generally allow adjustments of t h i s  type.  However, i n  
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t h i s  instance, those addi t ions  had been recorded as plant  in ser -  

vice and placed i n  service p r i o r  t o  the evident ta ry  hear ing of t h i s  

case. Furthermore, due to the magnitude of these additions, fa i lure  

to  include them i n  the  rate hase c o u l d  t m p a i r  Berea's f i n a n c i a l  in- 

t e g r i t y .  The Commission will in t h i s  instance include addi t ions  t o  

p l a n t  r e l a t e d  t o  the r e se rvo i r  improvement p ro jec t  made subsequent 

t o  t h e  test year. 

The allowance for working capital has been ad jus t ed  to include 

the  pro forma level of operat ing expenses allowed herein.  

mission has f u r t h e r  adjusted the  proposed r a t e  base t o  r e f l e c t  the  

allowed p r o  forma adjustment t o  depreciat ion expense i n  the calcu- 

l a t i o n  of the accumulated provis ion for  depreciat ion.  

The rate base has been reduced by $105,000 to reflect,  for 

The Com- 

rate-making purposes, an ad jus tmen t  t o  t h e  balance of cont r ibu t ions  

in afd of construction. During the test year, Berea's equi ty  w a s  

increased by $105,000 to  re f lec t  increases  i n  plant i n  service and 

cons t ruc t ion  work in progres3 related to the r e se rvo i r  improvement 

pro jec t .  These addi t ions  t o  p l an t  were provided through a donation 

to  Berea College which w a s  then t ransfer red  to the water u t i l i t y  

department. Such addi t ions  do not  represent  add i t iona l  invest-  

ment by Berea College on which it should be allowed to earn a 

r e t u r n  and, t he re fo re ,  t he  rate base has been reduced accordingly.  

Based on the Commission's adjustments,  Berea's net investment 

rate base for  rate-making purposes is as follows: 
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U t i l i t y  P l an t  i n  Service 

Add : 

Materials and Supplies 
Working Capi ta l  

Sub to tal 

$6,019,656 

$ 68,683 
45 , 620 

$: 114,303 

Deduct : 

Accumulated Depreciation $1 ,151,418 
Customer Advances for  Construction 83,176 
Contributions i n  Aid of Construction 144 , 603 

58 178 Accumulated Deferred Taxes 
$1,457,375 Subtotal  

N e t  Investment $4,696,584 

Capi ta l  S t ruc tu re  

The Comnission f i n d s  from the  evidence of record t h a t  Berea's  

adjusted c a p i t a l  s t r u c t u r e  for rate-making purposes is $4,640,379 

and c o n s i s t s  of $590,000 i n  equi ty ,  $3,350,000 i n  long-term deb t ,  

and $700,379 i n  short-term debt.  I n  the determination of t h i s  

c a p i t a l  s t r u c t u r e  t h e  Commission has included a l l  debt r e l a t e d  to 

the r e se rvo i r  improvement p ro jec t  while excluding the $105,000 

f r o m  equi ty  t h a t  w a s  provided through a donation to Berea College. 

REVENUES AND EXPENSES 

Berea proposed severa l  adjustments t o  revenues and expenses 

t o  r e f l e c t  more cur ren t  and an t ic ipa ted  operat lng condi t ions.  The 

Commlssion f inds  the proposed adjustments are genera l ly  proper and 

acceptable for rate-making purposes w i t h  the  following exceptions: 

Labor Costs 

Berea proposed an adjustment of $18,676 t o  normalize s a l a r i e s  

and wages charged t o  expense. I n  determining the pro forma expense 

Berea estimated t h a t  capitalized salaries and wages would be $12,000 
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or 7.5 percent  of t o t a l  salaries and wages. Over the las t  5 

years, Berea has c a p i t a l l z e d  salaries and wages a t  a ra te  equal 

t o  1 1 . 7  percent  of t o t a l  salaries and wages. Berea contended 

t h a t  cap i t a l i zed  salaries and wages would dec l ine  as a r e s u l t  of 

the completion of the reservoir cons t ruc t ion  project and absence 

of a d d i t i o n a l  major cons t ruc t ion  i n  the  near fu ture .  However, 

the record i n  t h i s  case and the  annual reports Berea has f i l e d  

w i t h  t he  Commission r evea l  t h a t  its c a p i t a l i z e d  wages do not  

cons i s t en t ly  increase i n  proport ion t o  increases  i n  t h e  amount of 

new plant i n  service. 
Berea's adjustment r e s u l t s  i n  an overstatement of pro  forma 

salaries and wages expense. Therefore,  the proposed adjustment 

has been reduced by $6,585 to  reflect the h i s t o r i c a l  level of 

cap i t a l i zed  salaries and wages. 

The Commission is of the opinion t h a t  

B e r e a  also proposed an adjustment of $3,258 t o  re f lec t  in-  

creases i n  pay ro l l  taxes and fringe benefits resulting from the 

proposed i nc rease  for salaries and wages. I n  accordance wi th  the  

adjustment to  salaries and wages expense the Commission has re- 

duced t h e  proposed adjustment to payroll taxes  and f r i n g e  bene- 

f i t s  by $922 to $2,336. 

E l e c h  ical Expense 

Berea proposed an adjustment of $8,896 t o  increase e lec t r ica l  

expense t o  ref lect  the increased c o s t  of e lec t r ic i ty  during the 

t es t  year. The Commission has increased the adjustment t o  electrical  

expense by $4,667, t o  $13 ,563 ,  to r e f l e c t  an increase in electric 

rates of Berea College Electric U t i l i t y  effective September 23, 

1982. This inc rease  w a s  necessary t o  flow-through a wholesale 
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increase  by Kentucky U t i l i t i e s  Company, Berea's wholesale power 

suppl ier .  

Depreciation expense 

Berea proposed t o  increase  depreciat ion expense by $7,655,  

to $108,216, t o  r e f l e c t  addi t ions  t o  plant i n  service subsequent 

t o  the  tes t  year and through the  month of June 1982. The Commission 

w i l l  allow depreciat ion expense only on those addi t ions  t o  p lan t  

related t o  the  r e se rvo i r  improvement pro jec t .  In  add i t ion ,  t h e  

Commission has reduced depreciat ion expense t o  r e f l e c t  the $105,000 

adjustment t o  contr ibuted property.  Based on Berea' s depreciat ion 

rate fo r  t h e  r e se rvo i r  Improvement p r o j e c t ,  the  proposed ad jus t -  

ment has been reduced by $1,592,  t o  $6,063. 

Rate C a s e  Expense 

Berea proposed an adjustment of $8,500 t o  amortize its pro- 

jec ted  rate case expense of $25,500 over a period of 3 years.  

response t o  an information request by the Commission, Berea updated 

i t s  p ro jec t ion  t o  r e f l e c t  t o t a l  ra te  case expense of $32,175.  

Commission has r ev iewed  the appl icaton and the record establ ished 

I n  

The 

in t h i s  matter and is of the  opinion that the proposed adjustment 

for rate case expense is excessive and 3hould not  be allowed. The 

Commission f lnds  t h a t  the reques t  for  an inter im rate  Increase,  

the loss of customer data during t h e  change i n  computer equip- 

ment, and the timing of this ra te  appl ica t ion  i n  r e l a t ion  to the 

completion of t he  reservoir improvement p ro jec t  are the  direct  

result of decisions and a c t i o n s  of the  management of Berea and t h e  

costs thereof should not  be borne by the ratepayers .  Also, as 

pointed out by e. Salzman, Berea's rate consul tan t ,  the preparat ion 
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of t h e  b i l l  

ongoing ben 

frequency analysis for  this case should r e su l t  In an 

fit for Berea i n  t h a t  less irne and expense f o r  an  

ou t s ide  consul tan t  w i l l  be requi red  i n  f u t u r e  rate cases. 

Acknowledging t hese  f a c t o r s  and t ak ing  i n t o  considerat ion t h a t  

4 years have passed since Berea's most r ecen t  ra te  increase ,  t he  

Commission is of the opinion t h a t  $6,375, or one-fourth of the 

amount o r i g i n a l l y  pro jec ted ,  should be allowed f o r  rate-making 

purposes. 

I n t e r e s t  Expense 

Berea proposed an adjustment of $70,167 t o  increase  i n t e r e s t  

expense on short-term debt of $ 7 0 0 , 3 7 9 .  Eerea la ter  increased 

t h i s  adjustment by $1 ,480  t o  ref lect  a d d i t i o n a l  borrowings sub- 

sequent t o  the  t e s t  year of $10,621. The Commission will allow 

a d d i t i o n a l  i n t e r e s t  expense only on those borrowings related t o  

the r e s e r v o i r  improvement pro jec t ,  t h e  $700,379 included i n  the  

c a l c u l a t i o n  of the o r i g i n a l  adjustment. Berea's proposed ad-  

justment was based on the r a t e  of i n t e r e s t  i n  e f f e c t  a t  June 7 ,  

1982, which was 13.93 percen'c. Since early June the i n t e r e s t  r a t e  

charged on these  borrowings has decreased t o  a low of 12.03 percent  

for the month of September 1982.  Having considered the  evidence of 

record and current c o s t s  and t rends ,  t he  Commission is of the 

opinion t h a t  an i n t e r e s t  ra te  of 13 percent should be u t i l i z e d  to 

determine the  appropr ia te  adjustment for  i n t e r e s t  expense on short-  

term debt. This r e s u l t s  in an adjustment of $63,653 or $ 6 , 5 1 4  less 

than the o r i g i n a l  adjustment proposed by Beree. 

The effect of the revised pro forma adjustments on net income 

is as follows: 
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Actual Pro Forma Adjusted 
T e s t  Period Adjustments Tes t  Period 

Operating Revenues $738,539 $ -0- $738,539 
40 328 481 910 

I n t e r e s t  on Long-Term Debt 293 125 -0- 293 125 

Operating Expenses 
Operating Income 

Other Deductions 29,246 63 653 92 899 

Ta35-3m) $256,629 
441 582 

szp6,957 

N e t  Income $<25,414> $<103,981> $<129,395> 

REVENUE REQUIREMENTS 

The actual r a t e  of r e t u r n  on Berea'g n e t  fnvestment rate base 

es tab l i shed  he re in  f o r  rate-making purposes was 6 . 3 2  percent .  A f t e r  

taking in to  cons idera t ion  the  accepted pro forma adjustments,  Berea 

would realize a r a t e  of r e t u r n  of 5.46 percent.  

of t h e  opinion t h a t  t h e  ad jus ted  r a t e  of r e t u r n  is inadequate and 

a more reasonable  ra te  of r e t u r n  would be 9 . 6 2  percent .  I n  order  

to achieve t h i s  r a t e  of r e t u r n ,  Berea should be allowed to increase  

its annual revenue by approximately $195,110 which w i l l  provide n e t  

income of $65,715. This additional revenue should allow B e r e a  to 

pay i t s  opera t ing  expenses, s e r v i c e  its d e b t ,  and provide an ade -  

quate  surplus f o r  equ i ty  growth. 

The Commission is 

OTHER ISSUES 

Transact ions w i t h  Berea College 

The C i t y  took issue w i t h  the t r ansac t ions  between Berea and 

t h e  College, claiming the expenses for those t r ansac t ions  should 

not be allowed fo r  rate-making purposes due t o  the n a t u r e  of the  

r e l a t i o n s h i p  between t h e  two e n t i t i e s .  The Commission is of the  

opinion that such expenses are reasonable  and necessary f o r  t h e  

operat ion of t h e  u t i l i t y  and t h a t  t he  C i t y  has submitted no evi- 

dence to support i t s  content ion t h a t  these t r ansac t ions  i n f l a t e  
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Berea's opera t ing  expenses i n  such a way t h a t  allows i t  greater 

earnings than it  appears t o  have. Likewise, t h e  Commission i s  of 

the opinion t h a t  t h e  Ci ty  has offered  no proof t h a t  the  magnitude 

of these  expenses i s  unreasonable or  t h a t  the College i s  earning a 

p r o f i t  on these  t ransac t ions .  Therefore,  t h e  Comisslon concludes 

t h a t  t h e  ad jus ted  operat ing expenses set  out  here in  are j u s t  and 

reasonable  and should be allowed for rate-making purposes. 

R a t e  DesiRn 

Berea proposed t o  a d j u s t  its revenue by increas ing  i t s  present  

rates by various percentages while  maintaining i t s  cu r ren t  rate 

s t ruc tu re .  The proposed inc reases  w e r e  32.9 percent f o r  metered  

water sales, 37.9 percent  for  sales for  resale  and 29 percent for 

fire protec t ion .  Having reviewed the  proposed rates and t h e  cu r ren t  

rate structure, t he  Commission is of the  opinion t h a t ,  i n  the ab- 

sence of a cost of service s tudy,  t h e  current ra te  s t r u c t u r e  should 

be maintained and each rate should be increased propor t iona te ly  

based on t h e  increase  granted herein.  

The City maintained that the proposed publ ic  f i r e  hydrant 

r e n t a l  is a r b i t r a r y  and unreasonable and should not  be approved. 

The City proposed, i n  its f i l e d  b r i e f ,  t h a t  the f i r e  hydrant r e n t a l  

should be maintained at its cur ren t  l eve l .  The Commission is of 

t he  opinion t h a t  the increased c o s t s  Bere8 is incurring are the 

result of providing se rv ice  t o  all classes of customerg and these  

c o s t s  should be borne by a l l  customers. Accordingly, a11 rates 

have been adjusted upward i n  order  t o  genera te  the a d d i t i o n a l  

revenue granted herein.  
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SUMMARY 

The Commission, having considered t h e  evidence of record and 

being advised, i s  of t he  opinion and f i n d s  t h a t :  

1 . The r a t e s  i n  Appendix A are the  f a i r ,  j u s t  and reasonable  

rates for Berea and will produce gross annual opera t ing  revenue of 

approximately $933,649. 

2. The rates proposed by Berea would produce revenue i n  ex- 

cess of t h a t  found reasonable  here in  and should be denied upon 

app l i ca t ion  of KRS 278.030. 

I T  IS THEREFORE ORDERED t h a t  t he  rates i n  Appendix A be and 

they hereby are approved f o r  s e r v i c e  rendered by Berea on and a f t e r  

November 25, 1982. 

I T  IS FURTHER ORDERED t h a t  t h e  rates proposed by B e r e a  be and 

they hereby are denied. 

I T  I S  FURTHER ORDERED t h a t  wi th in  30 days from t h e  d a t e  of 

t h i s  Order B e r e a  s h a l l  f i l e  wi th  t h e  Commission i t s  r ev i sed  t a r i f f  

shee ts  s e t t i n g  out  t h e  rates approved herein.  

Done a t  Frankfort ,  Kentucky, t h i s  24th day of November, 1982. 

PUBLIC SERVICE COMMISSION 

V i d e  Chairman 1 

ATTEST : 

Secretary 



APPENDIX A 

APPENDIX TO AN ORDER OF 'J3E PUBLIC SEfIVICE 
COMMfSSION IN CASE NO. 8531 DATED NOVEMBER 24, 
1982 

The following rates and charges are prescribed for the 

eustcmers in the area served by Berea College Water U t i l i t y ,  

other rates and charges not specifically mentioned herein shal l  

remain the same as those in effect under authority of the Commis- 

sion prior to the date  oE this Order. 

All 

Residential, Commercial and Industrial 
R a t e  per Month 

First 200 cu. ft. 
Next 1,800 cu. ft. 
Next 3,000 cu. f t .  
Next 5 ,000  cu. ft. 
Next 5,000 cu. f t .  
A l l  Over 15,000 eu. ft. 

$4.90 Minimum Bill 
2.35 r>er 100 cu. ft.' 
2.10 ber 100 cu. ft. 
lis5 per 100 cu. f t ,  
1.50 per 100 cu. f t .  
1.25 per 100 cur f t .  

Minimum B i l l :  $4.90 per month for which 200 cu. ft. or less 
of w a t e r  sha l l  be delivered, 

Wholesale Water Rates 
Rate per Month 

A l l  wholesale water sales 

Fire Protection Service 

$1.15 per 1,000 gallone 

Rate Der Month 

Lines 6" in diameter or under 
Lines 8" in diameter 
Lines 10" in diameter 
Lines 12" in diameter 

$33.00 
46.50 
60 .00  
73.00 

Public and Private Fire Hydrant Rentals 

Rate per  Y e a r  

Fire Hydrants $116 00 


